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Section 232 tariffs on U.S.
imports of steel and aluminum from most countries and additional Section 301 tariffs on a
number of imports from China. Following these actions, Canada, China, Mexico, the European
Union (EU), and Turkey imposed retaliatory tariffs on more than 800 U.S. agricultural and food
product exports. In response, USDA authorized $12 billion in short-term assistance to the affected agricultural producers and
commaodities under its Market Facilitation Program to help mitigate the economic impact on farmers.

A number of policy developments undertaken by the Trump Administration in bilateral and regional trade agreements may
affect agricultural markets as well. On the Administration’s initiative, the North American Free Trade Agreement (NAFTA)
has been renegotiated and signed as the U.S.-Mexico-Canada Agreement (USMCA). This agreement is subject to legislative
ratification by Canada and Mexico and approval by U.S. Congress. President Trump withdrew the United States from the
Trans-Pacific Partnership (TPP) in January 2017. In March 2018, the remaining 11 countries concluded a revised version of
TPP, the Comprehensive and Progressive Agreement for the Trans-Pacific Partnership (CPTPP). Signatories of CPTPP have
begun to reduce tariffs and provide greater agricultural market access for imports from CPTPP signatory countries, actions
that could potentially erode U.S. agricultural market shares in the region. At the bilateral level, the Trump Administration has
notified Congress of its intent to begin trade negotiations with Japan (a CPTPP member), the EU, and the United Kingdom.

At the global level, and at the initiative of the United States, the World Trade Organization (WTO) recently ruled that China
has subsidized its agricultural production beyond the level permitted under its WTO obligations and that China’s
administration of its agricultural market access policies are inconsistent with its WTO obligations. The United States has also
filed a counter notification against India at the WTO stating that India has underreported its agricultural domestic subsidies.

Several other agricultural trade issues may be of interest to Congress. For example, the proposed USMCA does not address
all the issues that restrict U.S. agricultural exports to Mexico and Canada, and Southeastern U.S. produce growers have been
seeking changes to trade remedy laws to address imports of seasonal produce. A key objective of U.S. trade negotiations
continues to be the establishment of a common framework for approval, trade, and marketing of the products of agricultural
biotechnology. U.S. farm and food interests see the potential for market expansion opportunities in Cuba, but a prohibition on
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private U.S. financing is generally viewed as a major obstacle to this end. Moreover, the United States has announced its
intention to withdraw eligibility for the Generalized System of Preference (GSP)—which provides duty-free tariff treatment
for certain products from developing countries—from Turkey and India. On another front, U.S. exports of beef, pork, and
chicken continue to face bans and trade restrictions over disease outbreaks even though the bans are inconsistent with
international trade protocols, among which are China’s ongoing bans on imports of U.S. beef and poultry and restrictions
imposed by several foreign markets on U.S. ractopamine-fed pork.
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Introduction

This report identifies selected current major trade issues for U.S. agriculture that may be of
interest to the 116™ Congress. It provides background on individual trade issues and attempts to
bring perspective on the significance of each for U.S. agricultural trade. Each trade issue
summary concludes with an assessment of its current status.

The report begins by examining a series of overarching issues. These issues include U.S.
agricultural trade and its importance to the agricultural sector, a brief description of the trade
policy being pursued by the Trump Administration and its ramifications for U.S. agricultural
exports, the Administration’s actions to mitigate the economic impact on agriculture from
retaliatory actions by trading partners against its trade policies, and the implications for U.S.
agriculture of the U.S. withdrawal from the Trans-Pacific Partnership (TPP) agreement. The
report then reviews a number of ongoing trade disputes and trade negotiations while also
examining a series of narrower trade issues of importance to the agricultural sector. The format
for these more focused trade issues is similar, consisting of background and perspective on the
issue at hand and an assessment of their current status.

Overview of U.S. Agricultural Trade!

U.S. agricultural exports have long been a bright spot in the U.S. balance of trade, with exports
exceeding imports in every year since 1960. In recent years, the value of farm exports have
experienced a downturn from the record level recorded in FY2014. The U.S. Department of
Agriculture (USDA) forecasts U.S. agricultural exports in FY2019 at $141.5 billion (see Figure
1). If realized, this total would represent a decline from FY2018, when exports totaled $143
billion. Exports in FY2018 were $3 billion above the FY2017 total but almost $11 billion below
the peak of $152.3 billion in FY2014.2 The decline in the value of farm exports since FY2014
initially reflected lower market prices for bulk commodities, such as soybeans and corn.
Agricultural prices and U.S. exports of certain bulk commodities such as soybeans were further
affected in 2018 by retaliatory tariffs imposed on selected U.S. agricultural imports by China,
Canada, Mexico, the European Union (EU), and Turkey.® The retaliatory tariffs were in response
to the Trump Administration’s imposition of Section 301 tariffs on certain imports from China
and Section 232 tariffs on U.S. imports of steel and aluminum.

U.S. agricultural imports are forecast to total $128 billion in FY2019, slightly up from $127.6
billion in FY2018, resulting in an agricultural trade surplus of $13.5 billion. This would be below
the surplus of $15.8 billion in FY2018 and below the record high in nominal dollars of $43.1
billion in FY2014.

Agricultural exports are important both to farmers and to the U.S. economy. During the calendar
years 2017 and 2018, the value of U.S. agricultural exports accounted for 8% and 9% of total
U.S. exports, respectively, and 5% of total U.S. imports, according to the U.S. Census data.* As

! Prepared by Anita Regmi, Analyst in Agricultural Policy, CRS.
2 USDA, Economic Research Service (ERS), “Outlook for U.S. Agricultural Trade,” AES-107, February 21, 2019.

3 For more information on this issue, see CRS Report R45448, Profiles and Effects of Retaliatory Tariffs on U.S.
Agricultural Exports.

4 U.S. Census, https://www.census.gov/foreign-trade/Press-Release/current_press_release/exh15.pdf. USDA generally
expresses agricultural trade forecasts on a fiscal year basis, but is expressed here on a calendar year basis to allow for a
comparison with Census Bureau data of all U.S. merchandise trade.
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for the contribution of U.S. agricultural exports to the overall U.S. economy, USDA’s Economic
Research Service (ERS) estimates that in 2017 each dollar of U.S. agricultural exports stimulated
an additional $1.30 in business activity. Moreover, that same year, U.S. agricultural exports
generated an estimated 1,161,000 full-time civilian jobs, including 795,000 jobs outside the farm
sector.®

Figure 1. U.S.Agricultural Trade, FY2013-FY2019
billion U.S. dollars
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Source: USDA, “Outlook for U.S. Agricultural Trade,” AES-107, February 2019.

Notes: * denotes forecast. Data is not adjusted for inflation. Net trade denotes the trade surplus, which is the
difference between U.S. exports and U.S. imports.

With the productivity of U.S. agriculture growing faster than domestic demand, farmers and
agriculturally oriented firms rely on export markets to sustain prices and revenue. Within the
agricultural sector itself, the importance of exports account for around 20% of total farm
production by value.® Export markets are a major outlet for many farm commodities, absorbing
over one-half of U.S. output for cotton and about half of total U.S. production for wheat,
soybeans, and some specialty crops.’

Within the overall mix of agricultural exports, soybeans, corn, other feed crops, and wheat
continue to rank at or near the top of the list of farm exports by volume. The high-value product
(HVP) category—which includes such products as live animals, meat, dairy products, fruits and
vegetables, nuts, fats, hides, manufactured feeds, sugar products, processed fruits and vegetables,

5 ERS, Effects of Trade on the U.S. Economy, 2017 Data Overview.

6 ERS, “U.S. Agricultural Trade, Export Share of Production,” https://www.ers.usda.gov/topics/international-markets-
us-trade/us-agricultural-trade/data/.

7 CRS calculations based on USDA, Foreign Agricultural Service (FAS), Production Supply and Demand Online,
https://apps.fas.usda.gov/psdonline/app/index.html#/app/home.
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and other processed food products—comprises the largest share of exports in value terms. In
FY2018, the HVP share of the value of U.S. agricultural exports represented 66% of the total.®

All U.S. states export agricultural commodities, but a minority of states account for a majority of
farm export sales. In calendar year 2017, the 10 leading agricultural exporting states based on
value—California, Iowa, Illinois, Texas, Minnesota, Nebraska, Kansas, Indiana, North Dakota,
and Missouri—accounted for 57% of the total value of U.S. agricultural exports that year.’

Status: In December 2018, Congress reauthorized major agricultural export promotion programs
through FY2023 with the passage of the so-called 2018 farm bill (P.L. 115-334).1° Title III of the
farm bill includes provisions covering export credit guarantee programs, export market
development programs, and international science and technical exchange programs that are
designed to develop agricultural export markets in emerging economies.

Trump Administration Trade Policy!

In establishing policy for U.S. participation in international trade, the Trump Administration has
placed increased emphasis on trade deficits,'? which it views as an indicator of “unfair” foreign
trade practices,'® with potential implications for U.S. industry and jobs. With the objective of
reducing trade deficits, the Administration’s trade policy has focused on withdrawing from or
renegotiating existing trade agreements that the Administration views as being “unfair;” initiating
new bilateral agreements; and responding to the trade practices of U.S. trade partners (whether
geopolitical ally or adversary) that it views as unfair, illegal, or threatening to U.S. industry, with
punitive! trade actions.® The punitive actions have included the imposition of Section 232 tariffs
on U.S. imports of steel and aluminum and Section 301 tariffs on U.S. imports of products from
China. The direction of the Administration’s trade policy—for example, withdrawing from the
Trans-Pacific Partnership (TPP) agreement with Japan and 10 other Pacific-facing nations and
engaging in trade disputes with important agricultural trading partners that have resulted in

8 ERS, Data Products, https://www.ers.usda.gov/data-products/foreign-agricultural-trade-of-the-united-states-fatus/
fiscal-year/.

9 ERS, Data Products, https://www.ers.usda.gov/data-products/state-export-data/.

10 For more information on this issue, see CRS Report R45525, The 2018 Farm Bill (P.L. 115-334): Summary and
Side-by-Side Comparison.

11 Prepared by Anita Regmi, Analyst in Agricultural Policy, CRS.

12 A trade deficit represents an imbalance whereby U.S. imports from a particular trading partner exceed U.S. exports to
that same country during a particular time period, usually a year. A trade surplus would occur with a trading partner
when U.S. exports exceed imports from that country.

13 The White House, “President Donald J. Trump Is Fulfilling His Promise on the United States—Korea Free Trade
Agreement and on National Security,” September 24, 2018, https://www.whitehouse.gov/briefings-statements/
president-donald-j-trump-fulfilling-promise-united-states-korea-free-trade-agreement-national-security/. See also U.S.
Trade Representative (USTR), The President’s 2017 Trade Policy Agenda, https://ustr.gov/sites/default/files/files/
reports/2017/AnnualReport/Chapter%201%20-%20The%20President%27s%20Trade%20Policy%20Agenda.pdf.

14 Punitive actions impose trade constraints on trading partners with the objective of bringing change to that partner’s
trade practices that the United States views as being unfair, illegal, or threatening to U.S. industry.

15 For more information on this issue, see CRS Report R45249, Section 232 Investigations: Overview and Issues for
Congress; CRS In Focus IF10156, U.S. Trade Policy: Background and Current Issues; CRS Report R45529, Trump
Administration Tariff Actions (Sections 201, 232, and 301): Frequently Asked Questions; and CRS In Focus IF10708,
Enforcing U.S. Trade Laws: Section 301 and China.
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retaliatory tariffs on U.S. agricultural products—has coincided with market share losses for
certain U.S. agricultural exports.'®

The Trump Administration has taken the position that current trade agreements to which the
United States is a party and where the U.S. has a trade deficit or where the Administration
perceives that the United States is being treated unfairly must be renegotiated or the United States
will withdraw from them.!” Furthermore, the Administration questions the benefits of multi-party
agreements, viewing them in some instances as improper vehicles for achieving meaningful
negotiations.’® The Administration has also threatened to withdraw from the World Trade
Organization (WTO) if it fails to undergo certain reforms.*® In January 2017, the Trump
Administration withdrew from the TPP, which was subsequently concluded by the remaining TPP
signatories under a modified framework renamed the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership (CPTPP) in March 2018.2° Under U.S. initiative, the North
American Free Trade Agreement (NAFTA) was renegotiated as the U.S.-Mexico-Canada
Agreement (USMCA).?! USMCA was signed by the leaders of the three nations in November
2018 but requires legislative ratification to enter into force.

In contrast to the Trump Administration’s view of regional or multilateral negotiations, the
Administration believes that greater potential gains can be achieved under bilateral negotiations
where two countries can negotiate directly in the absence of group consensus.?? The
Administration has sought to update some existing bilateral trade agreements and open new
bilateral negotiations:

e The Administration negotiated selected modifications to the U.S.-South Korea
free trade agreement.?

o The Administration has notified Congress of its intent to begin negotiations under
Trade Promotion Authority (TPA)?* with trading partners including Japan, the
EU, and the United Kingdom (UK).

o The Administration is currently engaged in bilateral trade negotiations with
China in an attempt to resolve the current trade dispute that has resulted in
retaliatory tariffs on a wide range of U.S. agricultural products.?®

Status: The Administration’s trade policy actions have in some cases resulted in retaliatory tariffs
against U.S. agricultural product exports, while the status of new agreements with several
important agricultural trading partners, such as Canada and Mexico, remains uncertain. U.S.

16 For more information on this issue, see CRS Report R45448, Profiles and Effects of Retaliatory Tariffs on U.S.
Agricultural Exports.

T USTR, The President’s 2017 Trade Policy Agenda.
18 USTR, The President’s 2017 Trade Policy Agenda.

19 For more information on this issue, see CRS Insight IN10945, The World Trade Organization (WTO): U.S.
Participation at Risk? Also see Section “WTO and U.S. Agriculture.”

20 For more information on this issue, see CRS In Focus IF10000, TPP: Overview and Current Status. See also section
“U.S. Withdrawal from Trans-Pacific Partnership (TPP).”

2L For more information on this issue, see CRS Report R45661, Agricultural Provisions of the U.S.-Mexico-Canada
Agreement; CRS In Focus IF10997, Proposed U.S.-Mexico-Canada (USMCA) Trade Agreement. Also see Section
“U.S.-Mexico-Canada Agreement (USMCA).”

2 USTR, The President’s 2017 Trade Policy Agenda.

2 For more information on this issue, see CRS In Focus IF10733, U.S.-South Korea (KORUS) FTA.
24 For more information on this issue, see CRS In Focus IF10038, Trade Promotion Authority (TPA).
% For more information on this issue, see CRS Report RL33536, China-U.S. Trade Issues.
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agricultural exports continue to be subject to retaliatory tariffs imposed by trading partners in
response to the Administration’s imposition of Section 232 tariffs on steel and aluminum and
Section 301 tariffs on China. The signed USMCA awaits consideration by Congress and
ratification by Canada and Mexico. Numerous stakeholders have raised concerns that U.S.
agriculture will lose export market shares to competitors due to U.S. withdrawal from TPP and its
absence from CPTPP. Some stakeholders wonder whether agriculture will be prioritized in all
planned bilateral negotiations.? The Office of the U.S. Trade Representative (USTR) had
indicated that it may pursue negotiations with Japan in stages, declaring that the automobiles
sector will be a priority.?’ At the same time, both President Trump and the Secretary of Agriculture
have stated that U.S.-Japan negotiations would occur in stages with a “very quick” deal on
agriculture.?® However, the Japanese economy minister has stated that the United States and
Japan would not reach an agreement in any one sector before other sectors.?®

Elsewhere, the EU negotiating mandate for conducting trade negotiations with the United States
articulates that a key EU goal is “a trade agreement limited to the elimination of tariffs for
industrial goods only, excluding agricultural products.”*® As for the UK, it cannot formally
negotiate or conclude a new trade agreement with the United States until it exits the EU.%

Retaliatory Tariffs on U.S. Agricultural Exports

On March 23, 2018, the Trump Administration applied a 25% tariff to certain U.S. steel imports
and a 10% tariff to certain U.S. aluminum imports under Section 232 of the Trade Expansion Act
of 1962. This action followed Department of Commerce (DOC) investigations that determined
that current imports threaten U.S. national security. Citing objections to China’s policies on
intellectual property, technology, and innovation, the Administration also implemented three
rounds of tariff increases under Section 301 on a total of $250 billion worth of Chinese products.

Canada, China, Mexico, the EU, and Turkey—whose exports were affected by the steel and
aluminum tariffs—retaliated with tariffs on imports of a range of U.S. agricultural and food
products and other goods. India has proposed retaliatory tariffs on a number of U.S. agricultural
products, but it has delayed implementation pending ongoing negotiations with the Trump
Administration.®

In all, the retaliatory tariffs imposed by these trading partners have targeted more than 800 U.S.
agricultural and food products. Exports of those products to these five trading partners amounted

%6 presentations by representatives of U.S. Meat Export Federation, U.S. Wheat Associates, and Peterson Institute for
International Economics at the 2019 USDA Outlook Forum, https://www.usda.gov/oce/forum/2019/Program.htm#s27.

27 For more information on this issue, see CRS In Focus IF11120, U.S.-Japan Trade Agreement Negotiations; Jeffrey
Schott, “Will US-Japan Trade Talks Help US Farmers and Ranchers?,” 2019 USDA Outlook Forum,
https://www.usda.gov/oce/forum/2019/speeches/Jeffrey_Schott.pdf.

28 A, Behsudi, “Japan Trade Talks Gear Up, with Ag and Autos as Issues,” Politico, April 15, 2019; A. Behsudi,
“Trump: Ag Will Be Big Focus of Japan Trade Talks,” Politico, April 26, 2018.

2 1. Hoagland, “Motegi: No Deal with Japan in Any Particular Category Before the Other,” World Trade Online, May
7,2019.

30 Council of the European Union, “Trade with the United States: Council Authorises Negotiations on Elimination of
Tariffs for Industrial Goods and on Conformity Assessment,” press release, April 15, 2019.

31 For more information on this issue, see CRS In Focus IF11123, Brexit and Outlook for U.S.-UK Trade Agreement.
32 Prepared by Anita Regmi, Analyst in Agricultural Policy, CRS.

33 For more information on this issue, see CRS Report R45448, Profiles and Effects of Retaliatory Tariffs on U.S.
Agricultural Exports.
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to $26.9 billion in calendar year 2017, or about 18% of global U.S. agricultural and food product
exports of $150.8 billion that year.

Retaliatory tariffs by China affect 99% of U.S. agricultural products exported to China. With a
combination of Section 301 and Section 232 retaliations, China has levied retaliatory tariffs
ranging from 5% to 50%, in addition to existing most-favored nation (MFN) tarifts, on more than
800 U.S. food and agricultural products that were worth about $20.6 billion in calendar year
2017. The products, subject to retaliatory tariffs, span all agricultural and food categories,
including grains, meat and animal products, fruits and vegetables, seafood, and processed foods.
The U.S. agricultural imports into China with the largest loss of markets since the tariffs were
imposed in 2018, compared with 2017, are soybeans, cotton, sorghum, and hides and skins.

Canada has levied retaliatory tariffs of 10% on more than 20 U.S. agricultural and food products
that are otherwise duty free under NAFTA. U.S. exports most affected by these tariffs are roasted
coffee, ketchup, various beverage waters, licorice and toffee, and orange juice. U.S. exports of the
products subject to Canada’s retaliatory tariffs were valued at $2.6 billion in 2017.

Mexico has placed retaliatory tariffs of 15%-25% on a range of U.S. products that are otherwise
duty free under NAFTA. U.S. exports to Mexico of these products amounted to approximately
$2.5 billion in 2017. U.S. exports of cheese and pork have been the commodities most affected by
Mexico’s retaliatory tariffs as measured by reduced exports in 2018 compared with 2017.

The EU has levied a 25% tariff on certain U.S. exports of prepared vegetables and legumes,
grains, fruit juice, peanut butter, and whiskey, which together amounted to $1 billion in sales in
2017. Turkey has imposed retaliatory tariffs on U.S. tree nuts, rice, prepared foods, whiskey, and
unmanufactured tobacco. U.S. exports of these products to Turkey totaled $250 million in 2017.

A study from Purdue University found that the retaliatory tariffs could result in a reduction of
U.S. agricultural exports by as much as $8 billion annually (in inflation adjusted values) after the
markets have adjusted in the near future.®* The study also projects that the reduction in U.S.
agricultural exports could lower agricultural land prices and result in the reallocation of 45,000
farm, ranch, and processing workers. Additionally, the authors suggest that U.S. soybean
producers would see the most change in the wake of tariff retaliation, with exports potentially
falling by 21% and land prices declining by about 18%. The impact estimated by the model
would be affected over time by other policy shocks and technological and population changes that
are not accounted for in the model. A recent United Nations study states that extended imposition
of retaliatory tariffs will erode U.S. market share in favor of export competitors in the longer
term.*

Status: U.S. agricultural exports continue to face retaliatory tariffs in response to the
Administration’s 2018 trade actions. The USDA forecasts U.S. agricultural exports for FY2019 at
$141.5 billion compared with $143.4 billion in FY2018, reflecting its expectation that increased
trade with other regions that are not involved in the tariff dispute will partially offset tariff-related
trade losses, particularly with China. U.S. agricultural exports to China are forecast to decline in
FY2019 by over $7 billion from $16 billion in FY2018.% The United States and China are

34 Chepeliev et al., “How U.S. Agriculture Will Fare Under the USMCA and Retaliatory Tariffs,” commissioned by the
Farm Foundation, GTAP Working Paper No. 84, Purdue University, October 2018,
https://www.gtap.agecon.purdue.edu/resources/working_papers.asp.

35 U.N. Conference on Trade and Development, “Key Statistics and Trends in Trade Policy,” 2018, https://news.un.org/
en/story/2019/02/1031921.

36 ERS, “Outlook for U.S. Agricultural Trade,” AES-107, February 21, 2019.
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engaged in bilateral discussions to resolve the current trade dispute. USMCA—the proposed
successor to NAFTA—does not address the Section 232 tariffs that led Canada and Mexico to
impose retaliatory tariffs. Representatives of the U.S. business community, agriculture interest
groups, other congressional leaders, and Canadian and Mexican government officials have stated
that the Section 232 tariff issues must be resolved before USMCA enters into force.’

USDA'’s Trade-Aid Package in Response to Trade Retaliation38

On July 24, 2018, Secretary of Agriculture Sonny Perdue announced that the USDA would take
several temporary actions to assist farmers in response to trade-related consequences from what
the Administration characterized as “unjustified retaliation” against several U.S. agricultural
products in 2018.% Specifically, the Secretary said that the USDA would authorize up to $12
billion in financial assistance—referred to as a trade aid package—for certain agricultural
commodities using the authority provided under Section 5 of the Commodity Credit Corporation
(CCC) Charter Act (15 U.S.C. §714c).%°

The Secretary initially stated that there would be no further trade-related financial assistance
beyond this $12 billion package. However, on May 10, 2019, Secretary Perdue tweeted that the
White House had directed USDA to work on a new aid package.** The 2018 trade aid package
includes (1) a Market Facilitation Program (MFP) of direct payments (valued at up to $10 billion)
to producers of commodities most affected by the trade retaliation, (2) a Food Purchase and
Distribution Program to partially offset lost export sales of affected commodities ($1.2 billion),
and (3) an Agricultural Trade Promotion program to expand foreign markets ($200 million).

The largest component of the trade aid package, the MFP, provides direct financial assistance to
producers of commodities that are most impacted by actions of foreign governments resulting in
the loss of traditional exports. Affected commodities include soybeans, corn, cotton, sorghum,
wheat, hogs, dairy, fresh sweet cherries, and shelled almonds. USDA announced MFP per-unit
payment rates to be applied to certified production of eligible commodities in 2018.

USDA’s Farm Service Agency administers the MFP. Eligible participants had to sign up for
payments from September 2018 to February 2019. They also had to meet additional criteria,
including being “actively engaged in farming,” having an average adjusted gross income of less
than $900,000, meeting conservation compliance provisions, and certifying their 2018 production
with USDA by May 1, 2019.

USDA determined the MFP per-unit payment rate based on the estimated “direct trade
damage”—the difference in expected trade value for each affected commodity with and without

37 Letter from group of 46 industries to the Honorable Wilbur Ross and the Honorable Robert Lighthizer, January 23,
2019; Reuters, “Senate Finance Chair Says Tariffs on Steel, Aluminum Should Go,” January 30, 2019,
https://www.reuters.com/article/us-usa-trade-grassley/senate-finance-chair-says-tariffs-on-steel-aluminum-should-go-
idUSKCN1PO25X; I. Hoagland, “Ways and Means Democrats Question USMCA Timing, Point to 232 Issues,” World
Trade Online, January 23, 2019.

3 Prepared by Randy Schnepf, Specialist in Agricultural Policy, CRS. This section is based on CRS Report R45310,
Farm Policy: USDA’s Trade Aid Package.

39 USDA, “USDA Assists Farmers Impacted by Unjustified Retaliation,” press release, July 24, 2018.

40 For more information on the Secretary’s authority under the CCC Charter, see CRS Report R44606, The Commodity
Credit Corporation: In Brief; and CRS Insight IN10941, Commodity Credit Corporation: Q&A.

41 The Hagstrom Report, “China Talks Break Down as Pence, Hoeven Talk More Aid to Farmers,” vol. 9, no. 102
(May 10, 2019).
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the retaliatory tariffs.*’ The estimated “trade damage” for each affected commodity was then
divided by the crop’s production in 2017 to derive a per-unit payment rate. Indirect effects—such
as any decline in market prices for affected commodities that were used domestically rather than
exported—were not included in the payment calculation. Based on 2017 production data, USDA
estimated that approximately $9.6 billion would be distributed in MFP payments to eligible
producers, with over three-fourths ($7.3 billion) of MFP payments provided to soybean
producers.

By linking MFP commodity payments only to the trade loss associated with each named MFP
commodity, the payment formula favored commodities that relied more heavily on export
markets than on domestic markets. Soybean growers and most farm-advocacy groups have
generally been supportive of the payments, but some commodity groups—most notably
associations representing corn, wheat, milk, and specialty crops—argued that the MFP payment
formulation was inadequate to fully compensate their industries.** For example, the National
Corn Growers Association states that the 2018 trade disputes lowered corn prices by $0.44 per
bushel for a potential total loss of $6.3 billion. Similarly, the National Association of Wheat
Growers estimates a $0.75 per bushel decrease in domestic wheat prices that resulted in nearly
$2.5 billion in lost value, while the National Milk Producers Federation has calculated that the
retaliatory tariffs resulted in a $1.10 per hundredweight decline in domestic milk prices and over
$1.2 billion in losses for milk producers based on milk futures prices. Similarly, many specialty
crop groups contend that their tariff-related export losses were not fully compensated by the trade
aid programs. To this point, a 2018 study by researchers at the University of California-Davis
stated that, in California alone, specialty crops may suffer trade-related losses of over $3.3 billion
on their 2018 production.*

Status: In March 2019, USDA estimated that a total of $8.7 billion in outlays would be made
available under the MFP program, including $5.2 billion in 2018 and $3.5 billion in 2019.*° The
large volume of payments could attract international attention about whether they are consistent
with WTO rules and commitments on domestic support.*® The trade aid package raises a number
of potential questions. For instance, if the United States and China do not reach an agreement in
their ongoing tariff-driven trade negotiations, should another trade aid package, or some
alternative compensatory measure, be provided in 2019, and possibly beyond? If MFP payments
are to be repeated in the future, should USDA revise its payment formulation to provide a broader
distribution of payments across the U.S. agricultural sector?

42 USDA, “USDA Releases Details Trade Damage Estimate Calculations,” press release, September 13, 2018; and
USDA, Office of the Chief Economist, “Trade Damage Estimation for the Market Facilitation Program and Food
Purchase and Distribution Program,” September 13, 2018.

43 The Hagstrom Report, “Summary of Trump Trade Aid: It’s Not Enough,” vol. 8, no. 201 (August 28, 2018); and
Bottemiller Evich et al, “Trump Offers Trade Aid to Farmers, but Some Question Its Fairness,” Politico, August 28,
2018. See also Y. Zhou et al., “Dispatches from the Trade Wars,” Farmdoc Daily, August 29, 2018.

4 D. Sumner and T. Hanon, “Economic Impacts of Increased Tariffs That Have Reduced Import Access for U.S. Fruit
and Tree Nuts Exports to Important Markets,” University of California, August 1, 2018.

4 ERS, “2019 Farm Income Forecast,” March 6, 2019, https://www.ers.usda.gov/topics/farm-economy/farm-sector-
income-finances/farm-sector-income-forecast/.

46 For more information, see section “2018 Farm Bill and WTO Compliance.”
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U.S. Withdrawal from Trans-Pacific Partnership (TPP)¥

The TPP was concluded on October 4, 2015, among 12 countries: the United States, Australia,
Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, and Vietnam.
The agreement had not yet entered into force when President Trump signed an executive order
withdrawing the United States from TPP on January 23, 2017. On March 8, 2018, the remaining
11 countries concluded a revised agreement—the CPTPP. On December 30, 2018, the CPTPP
entered into force among the first six countries to ratify the agreement—Canada, Australia, Japan,
Mexico, New Zealand, and Singapore. On January 14, 2019, the CPTPP entered into force for
Vietnam.

With the United States, the TPP would have become the world’s largest trade agreement, covering
40% of the global economy and providing comprehensive market access through the elimination
and reduction of tariff and non-tariff barriers. The TPP provisions would have significantly
increased the overseas markets to which U.S. farm and food products would have preferential
access.”® The CPTPP provisions are based on the TPP. The agricultural provisions of the CPTPP
seek to liberalize trade through lower tariffs, expanded tariff-rate quotas (TRQs),* and
agreements for reducing non-tariff barriers, including laws and regulations pertaining to products
of agricultural biotechnology.>

In 2016, the U.S. International Trade Commission (USITC) had assessed the potential economic
benefits from TPP ratification, projecting that by 2032 U.S. agricultural exports would be higher
by $7.2 billion, or 2.6%, under TPP than without the agreement.® Most of the increase in U.S.
exports would have been concentrated in Japan (up $3.6 billion) and Vietnam (up $3.3 billion).

CPTPP countries represent a major component of U.S. farm and food trade, providing markets for
42% of U.S. farm exports between 2015 and 2018 while also supplying 52% of U.S. agricultural
imports. By one estimate, U.S. absence from CPTPP will lead to a decline in U.S. agricultural
exports of about $1.8 billion (1.2% of FY2018 U.S. agricultural exports of $143 billion) per
year.>? The combination of U.S. absence from CPTPP, retaliatory tariffs on U.S. farm and food
exports, and the possibility of the United States withdrawing entirely from NAFTA—as President
Trump has threatened in the absence of USMCA ratification—could lead to a potential annual
drop in U.S. agricultural exports of $21.8 billion, according to a study commissioned by the Farm
Foundation.® As the CPTPP agreement is relatively new, the possible range of impact on U.S.
agriculture is uncertain because of limited studies that are available.

A broad cross-section of agricultural groups and food and agribusiness interests are concerned
about losing potential export markets given U.S. absence from CPTPP. Under CPTPP, for
example, Japanese tariffs on wheat imports will face a 50% reduction by 2025, which will put

47 Prepared by Anita Regmi, Analyst in Agricultural Policy, CRS.

48 U.S. International Trade Commission (USITC), “Trans-Pacific Partnership Agreement: Likely Impact on the U.S.
Economy and on Specific Industry Sectors,” May 2016, https://www.usitc.gov/publications/332/pub4607.pdf.

49 Under a TRQ, a lower tariff rate is levied on import quantities within the quota amount, while a higher tariff rate is
imposed on quantities in excess of the quota.

%0 Government of Canada, Comprehensive and Progressive Agreement for Trans-Pacific Partnership,
https://international.gc.ca/trade-commerce/trade-agreements-accords-commerciaux/agr-acc/cptpp-ptpgp/index.aspx?
lang=eng.

SLUSITC, “Trans-Pacific Partnership Agreement.”

52 Chepeliev et al., “How Differing Trade Policies May Impact U.S. Agriculture: The Potential Economic Impacts of
TPP, USMCA, and NAFTA,” presented at the Farm Foundation Forum, March 4, 2019.

53 Chepeliev et al., “How Differing Trade Policies May Impact U.S. Agriculture.”
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U.S. wheat exports to Japan at a competitive disadvantage.>* Similarly, the U.S. dairy industry
estimates that by 2027, almost half of the U.S. dairy exports to Japan are likely to be replaced by
dairy products from CPTPP and other countries with preferential trading agreements with Japan.*®
Japan has historically accounted for more than a quarter of the total value of U.S. beef and pork
exports. The U.S. share of Japan’s imports of these commodities is expected to decline, because
CPTPP competitors receive more favorable access to the Japanese market for beef and pork. U.S.
Meat Export Federation states that annual beef export losses could reach $550 million by 2023
and more than $1.2 billion by 2028. Annual U.S. pork export losses are estimated to exceed $600
million by 2023 and reach $1 billion by 2028.% USDA officials and representatives of the U.S.
wheat and barley industries assert that U.S. wheat and barley exports are rapidly losing market
share in Japan to CPTPP member countries and the EU.%

Status: U.S. agricultural exports appear to be at an increasing disadvantage in the CPTPP
member country markets as these countries have begun to expand market access and reduce
tariffs on imported products from CPTPP signatory countries. On October 16, 2018, under the
TPA procedures, the Trump Administration gave Congress its official 90-day advance notification
of intent to enter into trade negotiations with Japan, a CPTPP member country. In view of the
Trump Administration’s expressed objectives to “achieve fairer, more balanced trade,” including
in auto trade, stakeholders are uncertain about the prospects of reaching a quick deal with Japan.®
At the same time, both President Trump and the Secretary of Agriculture have stated that U.S.-
Japan negotiations would occur in stages with a “very quick” deal on agriculture.® However, the
Japanese economy minister has stated that the United States and Japan would not reach an
agreement in any one sector before other sectors.%

Agricultural Trade Issues with Canada and Mexico

Since 2002, Canada has been the United States’ top agricultural export market, with U.S.
agricultural exports averaging over $20 billion between FY2016 and FY2018. In FY2018,
Canada accounted for 14% of the total value of U.S. agricultural exports to all destinations.
Mexico has been the third-largest market for U.S. agricultural exports since FY2010. U.S.
agricultural exports to Mexico averaged over $18 billion between FY2016 and FY2018,
accounting for 13% of the total value of U.S. agricultural exports to all destinations in FY2018.

5 U.S. Wheat Associates, presentation at the 2019 USDA Outlook Forum, February 22, 2019.

% Meros Consulting, “Analyzing the Impact of the CPTPP and the Japan-EU EPA on the U.S. Dairy Exports to Japan,”
January 2019.

% U.S. Meat Export Federation, presentation at USDA Outlook Forum, February 22, 2019.

57 B. Tomson, “US Wheat and Barley Are Losing Japanese Market Share Fast,” Agri-Pulse, March 27, 2019,
https://www.agri-pulse.com/articles/12041-us-wheat-and-barley-are-losing-japanese-market-share-fast?iframe=1.

%8 USTR, “United States-Japan Trade Agreement (USJTA) Negotiations: Summary of Specific Negotiating
Objectives,” December 2018.

For more information on this issue, see CRS In Focus IF11120, U.S.-Japan Trade Agreement Negotiations; and also, J.
Schott, Will US-Japan Trade Talks Help US Farmers and Ranchers? 2019 USDA Outlook Forum.

59 Behsudi, “Japan Trade Talks Gear Up;” Behsudi, “Trump: Ag Will Be Big Focus of Japan Trade Talks.”
80 Hoagland, “Motegi: No Deal with Japan in Any Particular Category Before the Other.”
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U.S.-Mexico-Canada Agreement (USMCA)¢!

On September 30, 2018, the Trump Administration announced an agreement with Canada and
Mexico, USMCA, which it is promoting as a replacement for the NAFTA %2 Under NAFTA, all
agricultural tariffs were phased out to zero except for certain products traded between the United
States and Canada. These included U.S. imports from Canada of dairy products, peanuts, peanut
butter, cotton, sugar, and sugar-containing products and Canadian imports from the United States
of dairy products, poultry, eggs, and margarine. Quotas that once governed bilateral trade in these
commodities were redefined as TRQs to comply with WTO commitments. Under a TRQ, a lower
tariff rate is levied on import quantities within the quota amount, while a higher tariff rate is
imposed on quantities in excess of the quota. The United States and Mexico agreement under
NAFTA did not exclude any agricultural products from trade liberalization.

The proposed USMCA would expand upon the agricultural provisions of NAFTA. All food and
agricultural products that have zero tariffs under NAFTA would remain at zero under USMCA.
Under USMCA, market access would be expanded for the agricultural products traded between
Canada and the United States that were exempt from tariff elimination under NAFTA. Canada
agreed to create new U.S.-specific TRQs for U.S. dairy products®® and to replace the existing
NAFTA poultry TRQs with new USMCA TRQs.%* All U.S. exports within the set TRQ volume
limit would be subject to zero tariffs rates, but U.S. over-quota exports would still face the higher
levels of tariffs currently in place under Canada’s WTO commitment. The United States, in turn,
agreed to improve access for imports of Canadian dairy, sugar, peanuts, and cotton. Canada and
the United States also agreed to grade each other’s like varieties of wheat as if they were
produced domestically, a long-standing request of the U.S. wheat industry.

Under USMCA, provisions are made for textiles and apparel to promote greater use of North
American origin products, which may support domestic U.S. cotton production. Also, each
country would offer the same treatment for distributing another USMCA country’s spirits, wine,
beer, and other alcoholic beverages as it would its own products. USMCA’s Sanitary and
Phytosanitary (SPS) chapter calls for greater transparency in SPS rules and improved regulatory
alignment among the three countries. Under USMCA, the United States, Canada, and Mexico
agreed to provide procedural safeguards for recognition of new geographic indications, which are
place names used to identify products that come from certain regions or locations. The
agricultural chapter of USMCA also lays out provisions for addressing the products of
agricultural biotechnology, an issue NAFTA does not address.

In April 2019, USITC released its report that provides an assessment of the likely effects of
USMCA on the overall U.S. economy and its component sectors.®® Because NAFTA has already
eliminated duties on most goods and reduced most non-tariff barriers, USITC’s quantitative
assessment includes changes that are not easily quantifiable. These provisions of trade
negotiations were excluded from past USITC quantitative analyses. The provisions included in
USMCA assessment by USITC—such as intellectual property rights, future commitments to open
flows of data, and strengthening labor standards and rights—may reduce uncertainty in future

61 Prepared by Anita Regmi, Analyst in Agricultural Policy, CRS.

62 For more information on this issue, see CRS In Focus 1F10997, Proposed U.S.-Mexico-Canada (USMCA) Trade
Agreement.

83 For more information on this issue, see section “U.S. Dairy Exports to Canada.”

64 For more information on this issue, see CRS Report R45661, Agricultural Provisions of the U.S.-Mexico-Canada
Agreement.

85 USITC, “U.S.-Mexico-Canada Trade Agreement: Likely Impact on the U.S. Economy and on Specific Industry
Sectors,” April 2019, https://www.usitc.gov/publications/332/pub4889.pdf.
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trading regimes. Uncertainty reducing provisions are part of most free-trade agreements,
including NAFTA, even if past assessments excluded them in the analyses. The USITC report
finds that U.S. agricultural exports would increase by 1.1% in year 6 of USMCA implementation
compared to its 2017 baseline export levels. In inflation-adjusted dollars, U.S. dairy exports to
NAFTA countries would increase by $314.5 million (7.1%), and U.S. poultry exports would
increase by $183.5 million (1%) compared to exports in 2017.

A 2018 study commissioned by the Farm Foundation performs an economy-wide analysis, but the
analysis takes into consideration only the changes in agricultural tariffs and TRQs proposed under
USMCA. The market access changes are introduced as shocks into a multi-region, economy-wide
model. The impacts of these changes are analyzed after the economy has adjusted to the shocks
after full implementation of USMCA—year 6. The adjustment process can include changes in
production and consumption structure, including production costs and changes in the volume of
agricultural outputs. This study estimates, in 2014 dollars, a net increase in annual U.S.
agricultural exports of $450 million under USMCA, or about 1% of U.S. agricultural exports
under NAFTA—$41 billion in FY2014.%® It projects the export losses from the retaliatory tariffs
imposed by Canada and Mexico in response to U.S. Section 232 tariffs on steel and aluminum
imports to be $1.8 billion per year (in 2014 dollars), which would more than offset the projected
export gain of $450 million from USMCA. These losses include changes in production decisions
and volumes resulting from higher production costs. This study does not consider changes in
other sectors of the economy that would result from the implementation of USMCA provisions in
these other sectors. Moreover, the impact estimated by the model would be affected over time by
other policy shocks and technological and population changes that are not accounted for in the
model.

According to an updated version of the Farm Foundation study, under the possible scenario of a
complete withdrawal from NAFTA without ratification of USMCA, tariffs on U.S. exports to
Canada and Mexico would be expected to return to the higher WTO MFN rates. Under this
scenario, the study finds that, in 2014 dollars, U.S. agricultural and food exports to Canada and
Mexico would decline by about $12 billion annually.®’

A study conducted by researchers at the International Monetary Fund assesses the potential
impacts of USMCA on North America as a region taking into consideration the following
provisions of the proposed USMCA: (1) higher vehicle and auto parts regional value content
requirement; (2) new labor value content requirement for vehicles; (3) stricter rules of origin for
USMCA textile and apparel trade; (4) agricultural trade liberalization that increases U.S. access to
Canadian supply-managed markets and reduces U.S. barriers on Canadian dairy, sugar and sugar
products, and peanuts and peanut products; and (5) trade facilitation measures.®

The results describe a medium-term adjustment five to seven years after full implementation of
USMCA—year 6. By this time, labor and capital would have been reallocated among sectors, but
new investment spending would not yet have increased productive capacity. The study compares
base period with what may happen five to seven years after full implementation of USMCA. This
study finds that increasing higher regional vehicle and labor requirements would contribute to an
economic loss for all three USMCA countries, with a decline in the production of vehicles and
parts, shifts toward greater sourcing of both vehicles and parts from outside of the region, and
higher prices for consumers. Regarding agricultural provisions of USMCA, the report highlights

8 Chepeliev et al., “How U.S. Agriculture Will Fare Under the USMCA and Retaliatory Tariffs.”
67 Chepeliev et al., “How Differing Trade Policies May Impact U.S. Agriculture.”
% Burfisher et al., “NAFTA to USMCA: What Is Gained?,” IMF Working Paper WP/19/73, March 2019.
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that Canada would stand to gain more than the United States. The study also highlights that the
trade facilitation provisions of USMCA would potentially provide the largest gain to the region.
Another researcher reiterates the findings of the International Monetary Fund study that the new
domestic content provisions in USMCA would increase input costs for U.S. farmers who would
end up paying more for trucks and machinery.®® As few studies have analyzed the potential
impacts of USMCA, the diversity in the findings regarding the impacts from the implementation
of USMCA is limited.

Stakeholder groups have expressed mixed responses to USMCA. A broad coalition representing
more than 200 U.S. companies and industry associations has advocated for USMCA’s approval.’™
The American Farm Bureau Federation, which is the largest general farm organization, expressed
satisfaction that USMCA not only locks in market opportunities previously developed but also
builds on those trade relationships in several key areas.”* On the other hand, the National Farmers
Union and the Institute for Agriculture and Trade Policy have expressed concern that the
proposed agreement does not go far enough to institute a fair trade framework that benefits family
farmers and ranchers."

Status: The proposed USMCA does not enter into force unless approved by the U.S. Congress
and ratified by Canada and Mexico. A report by USITC that assesses the impact of USMCA on
U.S. economy was submitted to Congress on April 18, 2019.” The timeline for congressional
approval of USMCA would likely be governed by the TPA procedures established under the
Bipartisan Congressional Trade Priorities and Accountability Act of 2015 (P.L. 114-26) but would
not be initiated until the President submits the draft implementing bill to Congress.”

Some policymakers have stated that the path to ratifying USMCA by Congress is uncertain, in
part because the three countries have yet to resolve disputes over U.S. Section 232 tariffs on
imports of steel and aluminum and over the retaliatory tariffs that Canada and Mexico have
imposed on U.S. agricultural products.” Senator Chuck Grassley is reported to have called on the
Trump Administration to lift tariffs on steel and aluminum imports from Canada and Mexico
before Congress begins considering legislation to implement USMCA.”® House Speaker Nancy
Pelosi has reportedly stated that she wants “stronger enforcement language” and that USMCA

69 J. Glauber, “The Emperor’s New NAFTA,” FARE Share Newsletter, February 2019.

0 Inside U.S. Trade, “More than 200 Companies, Associations Form the ‘USMCA Coalition’ to Push the Deal’s
Passage,” February 26, 2019.

" American Farm Bureau Federation, “USMCA,” https://ww.fb.org/issues/trade/usmca/.

2 National Farmers Union, “USMCA Deal Falls Short of Fair Trade Framework for Family Farmers, NFU Says,” press
release, November 30, 2018, https://nfu.org/2018/11/30/usmca-deal-falls-short-of-fair-trade-framework-for-family-
farmers-nfu-says/; Institute for Agriculture and Trade Policy, “Comments on No. TPA-105-003, United States-Mexico-
Canada Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors,” December 20, 2018,
https://www.iatp.org/sites/default/files/2019-01/USITC-USMCA-Comment-lIATP.pdf.

8 USITC, “U.S.-Mexico-Canada Trade Agreement.”
7 For more information on this issue, see CRS Report RL33743, Trade Promotion Authority (TPA) and the Role of
Congress in Trade Policy.

5 Hoagland, “Ways and Means Democrats Question USMCA Timing, Point to 232 Issues;” and 1. Hoagland, “Brady:
Congress Not Willing to Consider USMCA until Steel, Aluminum Issues Resolved,” World Trade Online, January 29,
2019.

76 Reuters, “Senate Finance Chair Says Tariffs on Steel, Aluminum Should Go,” January 30, 2019,
https://www.reuters.com/article/us-usa-trade-grassley/senate-finance-chair-says-tariffs-on-steel-aluminum-should-go-
iIdUSKCN1PO25X.
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talks should be reopened to tighten enforcement provisions for labor and environmental
protections.’’

For more information, see CRS Report R45661, Agricultural Provisions of the U.S.-Mexico-
Canada Agreement.

U.S. Dairy Exports to Canada

The Canadian dairy sector limits production, sets prices, and restricts imports. Canadian imports
of dairy products are restricted through TRQs, with over-quota tariffs in excess of 200% for some
products. Although Canada is the second-largest market for U.S. dairy product exports, U.S.
exports would likely be higher but for Canadian import restrictions.

In recent years, U.S. milk producers began exporting increased quantities of ultra-filtered (UF)
milk to Canada. UF milk is a high-protein liquid product made by separating and concentrating
certain milk components (such as protein and fat) for use as ingredients in dairy products, such as
cheese, yogurt, and ice cream. U.S. UF milk found a market among Canadian cheese makers in
2008 after Canada revised its compositional standards for cheese. This revision significantly
reduced the use of several milk products that U.S. processors had been supplying to Canadian
food manufacturers, including milk protein concentrates and dried protein products.

In recent years, growing demand for butterfat in Canada resulted in increased Canadian milk
production and, consequently, surplus supplies of skim milk. To address the surplus, Canada
adopted the Class 7 milk price classification in 2017 (Class 6 in Ontario). Milk classified as Class
7 comprises skim milk components—primarily milk protein concentrates (MPC) and skim milk
powder (SMP)—used to process dairy products. Prices for Class 7 products were set at low
levels. Once the Class 7 regime was implemented, Canadian skim milk products became cheaper.
Canada expanded global exports of SMP with the consequence that U.S. producers lost exports of
high-protein UF milk to Canadian cheese and yogurt processors.

According to USDA, the value of U.S. UF milk exports to Canada peaked at nearly $107 million
in 2015 but declined after the Class 7 regime was implemented in 2017 to $49 million in 2017
and $32 million in 2018.7 At the same time, Canada’s exports of SMP more than tripled in 2017
to $133 million, compared with $42 million in 2016 before the Class 7 price regime was
implemented.®® Eliminating Canada’s Class 7 pricing regime became a priority for the U.S. dairy
industry when NAFTA renegotiations commenced in 2017.

Status: Under USMCA, Canada agreed to eliminate the Class 7 pricing regime six months after
USMCA enters into force. Canada also agreed to reclassify Class 7 products according to their
end use and base its selling price on a formula that takes into consideration the USDA reported
nonfat dry milk price. Also under the agreement, Canada would be required to monitor its exports
of MPC, SMP, and infant formula and report at the harmonized tariff schedule level monthly.

Although Canada would maintain its milk supply management system under USMCA, it would
expand TRQs for U.S. exports of milk, cheese, cream, skim milk powder, condensed milk,
yogurt, and several other dairy products. U.S. dairy products within the USMCA TRQs would

" David J. Lynch, “Pelosi Demands Changes to Trump’s Trade Deal with Mexico, Canada,” Washington Post, April 2,
2019.

8 Prepared by Joel Greene, Analyst in Agricultural Policy, CRS.

® FAS, Global Agricultural Trade System Online, Foreign Agricultural Trade of the United States dairy definition,
adjusted to include protein concentrate (UF milk), https://apps.fas.usda.gov/gats/default.aspx.

80 Global Trade Atlas, export data for skim milk powder (harmonized code 040210).
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enter Canada duty free, while U.S. exports above the TRQ quantities would be subject to the
existing higher over-quota tariffs. Likewise, the United States would establish TRQs for imports
of Canadian dairy products.

In total, under USMCA Canada would grant the United States duty-free access to nearly 17,000
metric tons (MT) of dairy products the first year of the agreement, 100,000 MT in the sixth year,
and 109,000 MT in year 19. The USMCA quota is specific to the United States and would be in
addition to the 93,648 MT of WTO global quota, which is available under NAFTA to exports
from the United States as well as to exports from other WTO member countries.®! For more
information, see CRS In Focus IF11149, Dairy Provisions in USMCA.

U.S.-Canada Dispute Regarding the Sale of Wine in Grocery
Stores®?

In Canada, the authority to import and distribute alcohol rests with the provincial governments.
Starting in 2015, British Columbia (BC) initiated a series of policies and regulations that provide
BC wine exclusive access to retail channels and grocery store shelves, while imported wine
maybe sold in grocery stores only through a “store within a store”®® physically separated from the
main retail outlet and with separate cash registers.#* Overall, the U.S.-based Wine Institute reports
that Canada is the leading export market for California wine—the leading wine producing state in
the United States—accounting for $444 million in sales in 2017.%

Status: In January 2017, the Obama Administration initiated trade enforcement action against
Canada at the WTO regarding Canada’s BC wine measures.®® Subsequent actions by the Trump
Administration, in September 2017, led to the United States requesting formal consultations with
Canada regarding BC wine measures.!” USTR states that “discriminatory regulations
implemented by British Columbia are unfairly keeping U.S. wine off of grocery store shelves”
and that the measures are inconsistent with Canada’s commitments and obligations under the
WTO.8 The Canadian wine industry estimates that wine imports account for nearly 70% of the
Canadian wine market. It also points out that the BC Vintners Quality Alliance has been issuing
store licenses for the industry since the 1980s.%° The United States reiterated its concerns as part

81 A. Mussell and D. Hedley, “The Canadian Dairy Sector in Relation to the Canada-US-Mexico Agreement and
Comprehensive and Progressive Agreement for Trans-Pacific Partnership,” Agri-Food Economic Systems, February
20109.

82 prepared by Renée Johnson, Specialist in Agricultural Policy, CRS.

8 WTO, “Canada—Measures Governing the Sale of Wine in Grocery Stores (Second Complaint), Request for the
Establishment of a Panel by the United States,” WT/DS531/7, May 29, 2018.

84 Separately, in 2016 Quebec enacted policies that would streamline provincial approval for Quebec wines. Most wine
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of a second complaint issued in this case in July 2018. Argentina, Australia, New Zealand, and the
EU have requested to join the consultation.

The proposed USMCA addresses U.S. concerns about Canada’s BC wine measures as part of a
side letter to the proposed agreement. As outlined in the side letter, Canada would modify certain
measures that provide preferential grocery store shelf space to wines produced within the
province and “implement any changes no later than November 1, 2019.”%

Other North American Trade Issues

The proposed USMCA does not address all the issues that restrict U.S. agricultural exports to
Mexico and Canada, nor does it include all of the changes sought by U.S. agricultural interest
groups. For instance, Southeastern U.S. produce growers have been seeking changes to trade

remedy laws to address imports of seasonal produce.

Import Competition of Seasonal Produce from Mexico*!

Mexico’s production of some fruits and vegetables—tomatoes, peppers, cucumbers, berries, and
melons—has increased in recent years in part due to Mexico’s investment in large-scale
greenhouse production facilities and other types of technological innovations. Greenhouse
production in Mexico continues to rise, with 2018 estimates of nearly 57,500 acres of produce
grown under protection, up from an estimated 9,000 acres in 2017.% USDA researchers reported
that Mexico is the largest foreign supplier of U.S. imports of vegetables and fruits (excluding
bananas).®

Representatives of the Florida Fruit and Vegetable Association (FFVA) claim that Mexico’s
investment in produce production is supported by government subsidies and should be addressed
through countervailing duties (CVD) on U.S. imports of these products.® They further state that
these exports enter the United States at prices below the cost of production and should be
countered by higher antidumping (AD) duties. FFVA also believes that Mexico’s labor cost
advantage in fruit and vegetable production gives Mexico a competitive advantage over U.S.
produce growers.® In general, trade concerns have centered on tomatoes, peppers, and berries.

One of the Trump Administration’s initial agriculture-related objectives in the renegotiation of
NAFTA included a proposal to establish new rules for seasonal and perishable products, such as
fruits and vegetables.® The proposal would have established a separate domestic industry
provision for perishable and seasonal products in AD and CVD proceedings, making it easier for
a group of regional producers to initiate an injury case and to prove injury, thereby implementing
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